Market Risk in

Lending Protocols
Amit Chaudhary, Head of Defi Research, Polygon



>~ polygon

aFe DeFiFor All

Stability | Finance

Head of DeFi Research

o

-

Supply Markets

Borrow Markets



Financial stability and DeFi > polygon

DeFi has seen exponential growth
The dilemma of Scalability and Stability

Financial stability is the public good



Need for risk assessment polygon
framework in DeFi

Making DeFi protocols robust to handle market
uncertainty

Maijor critique from regulators & Central Banks

Increasing capital efficiency
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Solution

OVIX lending Protocol

We applied the Framework to the Lending Protocol
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Agent based simulation
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Key techniques

Multi-asset approach 5 polygon




polygon

Market risk assessment model
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A multi-asset, agent-based approach  ; polygon
applied to the OVIX lending protocol

We assess the market risk of the 0VIX lending protocol
using a multi-asset agent- based model to simulate N i L e, s ]
ensembles of users subject to price-driven liquidation
risk. Our multi-asset methodology shows that the
protocol’s systemic risk is small under stress and that
enough collateral is always present to underwrite active
loans. Our simulations use a wide variety of historical
data to model the market volatility and run the
agent-based simulation to show that even if all the
assets like ETH, BTC and MATIC increase their hourly
volatility by more than 10x times, the protocol has less
than 1% chance of default.

Daniele Pinna

Amit Chaudhary




Liquidations polygon

MATIC Worst Performing Day: 2021-11-26, -14.81% returns
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Protocol Health C+ polygon
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Protocol parameters optimisation polygon

Theory meets Empirics
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Revisiting risk assessment framework  C polygon
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polygon

Thank you!

Join our community today and
expect big things from us!
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